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Meeting: Auditing Standards Board (ASB) 
    
Date:  November 10-11, 1998 
    
Location:  American Institute of CPAs  
1211 Avenue of the Americas  
New York, NY 10036  
    
Meeting 
Attendance:  
Deborah D. Lambert, Chair  
James S. Gerson, Vice-Chair  
John L. Archambault  
John Barnum  
Andrew J. Capelli  
Richard Dieter  
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I. CHAIR AND VICE CHAIR'S REPORT  
 
Deborah D. Lambert, Chair, and James S. Gerson, Vice Chair, 
reported on the Audit Issues Task Force (AITF) meetings of October 
7, 1998 in Washington, DC and November 5, 1998 in New York, NY. 
Highlihts of the meetings are attached.  
II. DIRECTOR'S REPORT  
Stephen D. Holton  
J. Michael Inzina  
Norwood J. Jackson, Jr.  
Charles E. Landes  
Stephen McEachern  
Kurt Pany  
Alan Rosenthal  
Robert C. Steiner  
George H. Tucker  
 
Other Participants  
 
Barry Barber, Chair, Joint Task Force on Quality Control 
Standards  
Thomas Ray, Director, Audit and Attest Standards  
Kim Gibson, Technical Manager, Audit and Attest 
Standards  
Jane M. Mancino, Technical Manager, Audit and Attest 
Standards  
Judith M. Sherinsky, Technical Manager, Audit and 
Attest Standards  
Anthony J. Pugliese, Director, Assurance Services  
 
Observers  
 
Joe Bentz  
Chris Galer  
Jeffrey Thomson  
Deborah Koebele  
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Thomas Ray, AICPA Director—Audit and Attest Standards, reported 
on the following matters to the ASB. 
A. John Barnum, ASB member, agreed to join the SECPS 
Professional Issues Task Force as the ASB designated member. 
Ron Walton, former ASB member, previously served in that 
role.  
B. Charles Landes, ASB member, agreed to join the Audit Issues 
Task Force.  
C. Jay Fountain, Governmental Accounting Standards Board 
(GASB) staff, asked the AICPA to consider possible auditing 
issues related to the GASB's project to develop accounting and 
reporting guidance for a governmental entity's infrastructure. 
This matter initially was raised during the AITF's meeting with 
the GASB in August 1998, with the expectation that specific 
questions would be raised later in the year. Michael Inzina, ASB 
member, and Deborah Koebele, technical advisor to George 
Tucker, ASB member, agreed to work with AICPA staff in 
responding to the GASB's questions. 
  
II. AGENDA ITEMS PRESENTED AT MEETING  
REPORTING ON CONSISTENCY (File Ref. No. 4263):  
Richard Dieter, chair of the Reporting on Consistency Task Force 
discussed the status of the consistency project with the ASB. R. 
Dieter explained that the planned presentation which was to review 
the proposed exposure draft, Consistency of Application of Generally
Accepted Accounting Principles, will be deferred due to an 
unexpected development.  
R. Dieter explained that the primary focus of the project was one of 
a user focus. When the project began, the task force believed that 
eliminating the reference for mandatory changes in accounting 
principles would be beneficial to the user community.  
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The consistency project was discussed at an October 1998 meeting 
between the AITF and the Securities and Exchange Commission 
(SEC). At that meeting, the SEC staff stated that they would not 
object to the elimination of the consistency reference for mandatory 
changes in accounting principles if the user community was in 
agreement.  
As a result of the meeting with the SEC, the task force sent an 
issues paper to the Association of Investment Management and 
Research (AIMR) for their consideration. AIMR is an organization of 
more then 33,000 investment professionals and is looked upon as a 
representative of the user community.  
The preliminary response from AIMR was that it does not support 
eliminating the consistency reference for either mandatory or 
voluntary changes in accounting principles. The following are the 
reasons stated by AIMR to support its position: 
? All consistency references (mandatory and voluntary) are 
considered to be "red flags" to users of the auditor's report.  
? The benefit derived for users from a consistency reference for 
either a mandatory or a voluntary change in accounting 
principles outweighs the additional reporting responsibility for 
auditors.  
Members of the ASB will attend AIMR's next meeting on November 
17, 1998 to discuss the consistency issue and AIMR's position.  
The ASB agreed to deferred the consistency project until resolution 
of the AIMR matter.  
ATTESTATION RECODIFICATION II (File Ref. No. 2156):  
Charles Landes, chair of the Attestation Recodification II Task Force, 
led the ASB's discussion of issues 1 and 2 of the task force's issues 
paper. There clearly was diversity of opinion among the ASB 
members as to whether the requirement to obtain a written 
assertion from management in an attest engagement should be 
retained (see Summary of Board Preference Vote). Some ASB 
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members wanted to open up the attestation standards to gain 
maximum flexibility in providing services; they do not want to retain
requirements unless there is a very good reason for retaining those 
requirements. Others expressed the view that they wanted to retain 
the requirement for obtaining a written assertion. ASB Chair Debbie 
Lambert asked us to table issues relating to agreed-upon 
procedures at least for that day's discussion; thus, the ASB's 
discussion was limited to examinations and reviews.  
T. Ray informed the ASB that the International Auditing Practices 
Committee (IAPC) will re-expose the proposed International 
Standard on Assurance Engagements, but it probably will not be 
voted out before the June 1999 IAPC meeting.  
D. Lambert asked C. Landes to give the ASB an overview of the 
Canadian Institute of Chartered Accountants' Assurance Standards 
at the ASB's December meeting.  
  
Summary of Board Preference Vote 
Attestation Recodification II(File Ref. No. 2156) 
  
  For Against Abstain Absent
Should AT 100, Attestation 
Standards, require a responsible 
party?  
12 2 - 1 
          
Should the practitioner be allowed 
to perform an attest engagement 
without obtaining a written 
assertion?  
9 4 1 1 
          
Should AT 100, Attestation 
Standards, require the practitioner 
to obtain a management 
representation letter in all attest 
engagements?  
1 12 1 1 
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ATTESTABLE CRITERIA (File Ref. No. 2153):  
The Attestable Criteria Task Force is revising the sections of Statement on 
Standards for Attestation Engagements (SSAE) No. 1, Attestation 
Standards, that address the criteria for attestation engagements. The 
objective of the task force is to improve and clarify that guidance so that it 
will be easier for practitioners to craft new engagements under the 
attestation standards. The task force also will develop implementation 
guidance to help practitioners establish criteria for attestation 
engagements. George Tucker, chair of the task force, presented a revised 
draft of paragraphs 11-21 of SSAE No. 1. The ASBC  
? Tentatively concluded that paragraph 15 of the draft, which presents 
the attributes of reasonable criteria (objectivity, measurability, 
completeness, and representational faithfulness) includes all of the 
necessary attributes of reasonable criteria.  
? Discussed the attribute of "completeness" and recommended that the 
draft include an example of completeness.  
? Discussed paragraphs 17 and 18 of the draft which address the 
practitioner's responsibility for evaluating the consistency of criteria 
and made recommendations that would clarify the two situations 
described in each of those paragraphs (a single report that covers 
comparative presentations, and separate reports that each cover 
presentations at different periods).  
JOINT TASK FORCE ON QUALITY CONTROL STANDARDS — ACCOUNTING 
AND AUDITING  
Barry Barber, Chair of the Joint Task Force on Quality Control Standards—
Accounting and Auditing, reported on the status of the task force's 
consideration of the need for revising the Statements on Quality Control 
Should AT 100, Attestation 
Standards, contain a statement 
encouraging the practitioner to 
obtain a representation letter from 
management?  
12 1 1 1 
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Standards (SQCS) to incorporate an experience requirement for performing 
professional standards in accordance with Statements on Auditing 
Standards (SASs), Statements on Standards for Accounting and Review 
Services, and SSAEs. The need to incorporate an experience requirement 
into professional standards became relevant upon issuance of the final 
version of the Uniform Accountancy Act in January 1998.  
The task force had previously met with the AITF at its meeting on August 
26, 1998, and had recommended that a new SQCS be drafted that 
incorporates a requirement for a firm to adopt quality control policies and 
procedures which assure that individuals who assume responsibility for 
signing attest reports meet certain minimum competencies. Since meeting 
with the AITF, the task force was asked by the AICPA's SEC Practice 
Section Concurring Partner Task Force to also consider certain revisions to 
SQCS No. 2. These changes would incorporate the SEC Practice Section's 
concurring partner review membership requirement into SQCS No. 2, in 
light of requests made by the SEC's Office of the Chief Accountant.  
The ASB reviewed a draft copy of proposed SQCS No. 4 (the draft 
standard) and agreed with the concepts in the draft. The ASB suggested 
that the task force: (1) strengthen the language contained in 
paragraphs .07-.10 of the draft standard; (2) consider using the word 
"demonstrate" in place of the word "possess", as that word is used in the 
draft standard; (3) retitle and redraft the standard to make it clear that it 
is a further elaboration of the personnel management element of quality 
control and (4) develop corresponding revisions that would be incorporated 
into the Guide for Establishing and Maintaining a System of Quality Control 
for a CPA Firm's Accounting and Auditing Practice (the Guide) as a result of 
the draft standard. Other editorial comments were discussed by the ASB 
and will be incorporated into the draft standard. Depending on the progress
of the task force, a revised version of the draft standard, along with 
revisions to the Guide, will be presented to the ASB either at its February 
1999 or April 1999 meeting.  
The ASB reviewed the proposed modifications to SQCS No. 2 to incorporate 
into professional standards the SEC Practice Section's concurring partner 
review membership requirement. Editorial revisions to the proposed 
changes were offered by the ASB and were followed by a unanimous vote 
to approve the modification of SQCS 2 for exposure.  
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The ASB also discussed the need to ensure that the State Boards of 
Accountancy agree with the wording and concepts in the draft standard. 
Arleen Thomas, Vice President Professional Standards and Services, 
volunteered to help the task force communicate with the appropriate 
persons at the individual State Boards of Accountancy. B. Barber brought 
to the ASB's attention that two representatives of the National Association 
of State Boards of Accountancy had participated in all the task force 
meetings to date and were in full agreement with the wording and concepts
in the draft standard.  
FINANCIAL INSTRUMENTS (File Ref. No. 2405):  
The name of the Ownership, Existence, and Valuation Task Force has been 
changed to the Financial Instruments Task Force. The task force is 
considering the auditor's responsibility for auditing financial statement 
assertions about financial instruments. Stephen Holton, chair of the task 
force, presented a draft of a proposed SAS that would provide a general 
framework for auditing all financial instruments. The proposed SAS would 
supersede SAS No. 81, Auditing Investments, the scope of which only 
includes (1) debt and equity securities, as that term is defined in the 
Financial Accounting Standards Board's Statement No. 115, Accounting for 
Certain Investments in Debt and Equity Securities, and (2) investments 
accounted for under Accounting Principles Board Opinion No. 18, The 
Equity Method of Accounting. The proposed SAS also would provide 
guidance on how the auditor satisfies the SAS No. 55 requirement to obtain
a sufficient understanding of an entity's internal control to plan the audit in 
situations in which a separate organization, such as a custodian or broker 
dealer, processes financial instrument transactions for an entity or 
maintains custody of its financial instruments.  
The ASBX  
? Discussed paragraph 14c of the proposed SAS which describes a 
situation in which a separate organization initiates trades as an 
investment advisor for another entity and also holds and services the 
related financial instruments for that entity. The SAS indicates that in 
these circumstances information about these transactions is only 
available from the separate organization. Accordingly, the auditor 
may be unable to sufficiently limit detection risk for assertions about 
Page 8 of 10ASB Meeting Minutes, November 10-11, 1998
3/10/2009http://www.aicpa.org/Professional+Resources/Accounting+and+Auditing/Audit+and+Attest+Standards/Auditing+Standards+B...
these transactions without obtaining evidential matter about the 
operating effectiveness of the separate organization's controls over 
these transactions. An example of such controls is establishing 
independent departments for (1) investment advisory services and 
(2) holding and servicing of the financial instruments, and reconciling 
the information provided by each of these departments.  
 
 The ASB voted 11 to 3 in support of the guidance in this paragraph.  
? Recommended that the proposed SAS be distributed for comment to 
various AICPA industry committees, such as the Banking and Savings 
Institutions, Insurance, and Employee Benefit Plans Committees and 
to various industry groups such as the Securities Industry 
Association, the Investment Companies Institute, and the American 
Bankers Association.  
? Requested that at the December 1998 ASB meeting, the task force 
present an outline of the elements to be included in a proposed 
Auditing Practice Release (APR) that will help practitioners implement 
the proposed SAS. It was suggested that the APR be developed in 
sections that are independent of each other so that the document can
be issued timely and revised on an ongoing basis.  
FRAUD STANDARD STEERING (File Ref. No. 2685):  
Andrew J. Capelli, chair of the Fraud Standard Steering Task Force, led the 
ASB's discussion of the Request for Proposals (RFP) for academic research 
on SAS No. 82, Consideration of Fraud in a Financial Statement Audit. The 
ASB committed, in the May 1996 exposure draft of SAS No. 82, to 
evaluating how well SAS No. 82 is meeting the ASB's objectives. The RFP is 
designed to stimulate research on the effects of SAS No. 82 on audit 
practice, including evidence about the improved effectiveness of an audit of 
financial statements in detecting material misstatements due to fraud.  
The RFP was mailed to the members of the Auditing Section of the 
American Accounting Association (AAA) in mid-October and was also 
posted to the AICPA and AAA web sites. Research proposals are due to the 
AICPA on February 1, 1999. The task force will evaluate the proposals and 
discuss the final selections with the AITF in mid-March. 
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